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Compilation and Review Alert—2001/02
How This Alert Will Help You
What’s the authority of the Compilation and Review Alert—2001/02—
and how can it help you plan your engagements?

The Compilation and Review Alert—2001/02 is nonauthoritative
and designed to help you as you plan and perform your 2001 and
2002 compilation and review engagements. The Alert clarifies certain existing Statements on Standards for Accounting and Review
Services (SSARSs), suggests ways of implementing those standards
in special circumstances, points out pitfalls that frequently occur in
compilation and review engagements, and addresses emerging
practice issues.
The knowledge the Alert delivers can assist you in achieving a more
robust understanding of the business and economic environment
in which your clients operate. Also, this Alert delivers information
about emerging practice issues, such as initial review considerations
and information about litigation support and online services, in
addition to valuable current accounting, auditing, and regulatory
developments.
Help Desk—Use this Alert in conjunction with the AICPA general Audit Risk Alert—2001/02 (product no. 022280).

The U.S. Business Environment

As of the third quarter of 2001, even before the events of September 11, the U.S. economy was weak and its outlook uncertain.
Adding further agitation and uncertainty to that weak economic
picture are the untold ramifications of the September 11 attacks
upon America. The effects of those attacks are likely to further unhinge consumer confidence, decrease corporate earnings, increase
layoffs, and further depress the stock market. To be sure, the shortterm economic picture looks unclear.
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Still, the financial underpinnings of the U.S. economy remain
strong. Inflation is contained, interest rates have been cut, taxes
have been lowered, energy prices have fallen, and the public debt
has diminished. Additionally, in response to the September 11 attacks, government stimulus measures are likely to be enacted in the
form of increased spending on defense, spending on recovery efforts, direct aid to certain industries, and further tax cuts. The
potential seeds of economic recovery are in place. So, while the
health of the economy might appear to be uncertain and might
continue to worsen before it achieves stability and then improves,
the economic malaise could be short-lived and mild.

Current SSARS Developments
SSARS No. 8 and the “Management Use Only” Compilation
What is the new “management use only” compilation? How do I
implement the changes from SSARS No. 8?

In 2000, the Accounting and Review Services Committee (ARSC)
completed work on a new standard that makes fundamental
changes to the way in which accountants view the compilation
engagement. The new standard, SSARS No. 8, Amendment to
SSARS No. 1, Compilation and Review of Financial Statements,
marks the first major revision to SSARSs in over 20 years.1
Rather than simply trying to exempt certain financial statement
engagements, ARSC rewrote SSARS No. 1. The result is SSARS
No. 8, a standard that retains the best of what SSARS No. 1 has always offered. In fact, the standard does not change professional
standards for review engagements; nor does it change the performance standards for compilation engagements, that is, the procedures you perform when you compile financial statements. Rather,
1. In making this change, the Accounting and Review Services Committee (ARSC) decided to take a new approach to addressing the many perceived problems with SSARSs.
In past proposals (for example, the 1995 proposal, Assembly of Financial Statements
for Internal Use Only), ARSC addressed the problems by attempting to exempt certain
financial statements (internal-use, computer-generated, and so on) from the application of SSARS No. 1, Compilation and Review of Financial Statements. The majority of
the profession opposed most of these proposals.
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SSARS No. 8 adds new options to make SSARS No. 1 more flexible and to allow you to use your professional judgment in dealing
with the client.
Significant Changes: Submission of Financial Statements
and an Added Communications Option
Two things have changed as a result of SSARS No. 8:
1. The definition of “submission of financial statements” (which
triggers the application of SSARS No. 1)
2. The addition of communication options in certain circumstances
By modifying the definition of submission, ARSC believes that the
majority of the problems that arose as a result of trying to decide
when SSARS No. 1 applies and when it does not, especially when
performing various accounting and bookkeeping services, would be
solved. Submission of financial statements is now defined as “presenting to a client or third parties financial statements that the
accountant has prepared either manually or through the use of computer software.” This substantial change from the previous definition
that referred to “generating financial statements or modifying clientprepared financial statements” is important to understand.
You will still have to use your professional judgment to determine
if you have prepared a financial statement. Yet, ARSC believes that
this modification was the best way to address today’s technological
environment, while still maintaining a minimum level of service on
financial statements that are prepared by the accountant and presented to the client.
The second change involves communication options. The compilation report has long been the vehicle by which you communicate,
among other things, your degree of responsibility for the financial
statements to the financial statement user. ARSC believes, however,
that there should be other ways of communicating the same information in certain limited circumstances—namely, an engagement
in which the financial statements are not expected to be used by third
parties. For this kind of engagement, you can now compile the financial statements and choose between the following options: (1) issue a
7

compilation report, or (2) issue no report provided you have documented your understanding of your services with management
through an engagement letter.
The required engagement letter elements (the new option) contains many of the same required elements found in a standard compilation report. See Appendix A, “Compilation of Financial
Statements,” for an overview of the changes. The changes are effective for financial statements submitted after December 31, 2000.
Help Desk—The AICPA has published a Compilation and
Review Alert to assist practitioners in implementing changes
related to SSARSs into their practice. You can obtain the
AICPA Compilation and Review Alert Practical Guidance for
Implementing SSARS 8, How to Understand and Apply Amendments to SSARS 1, Compilation and Review of Financial Statements (product no. 022274kk) by calling the AICPA Order
Department at (888) 777-7077.

Controllership Services
What is meant by “controllership”? Does SSARS No. 1 apply to controllership services? Can I compile financial statements for management use
only as part of the controllership services that I offer my clients?

Many CPAs in public practice perform services for clients that are
equivalent to those ordinarily performed by management. These
services may entail making management decisions for a client and
could include services such as the following:
• Hiring and terminating employees
• Authorizing purchases or expenditures
• Disbursing funds
• Making investment decisions
• Having custody of assets
• Making credit decisions
• Signing contracts
• Serving as an officer of the entity
8

A debate has been going on for some time as to whether a CPA
who performs these services for a client (typically called “controllership services”) should comply with SSARS No. 1 when he or
she submits financial statements in connection with these services.
On one hand, it can be argued that the CPA is, in substance, part
of management and, therefore, should not perform a compilation
on the financial statements that he or she prepares. (CPAs in industry are not required to comply with SSARS No. 1.) On the other
hand, it can be argued that the CPA is in public practice and
should, therefore, perform a compilation.
Current Discussions
ARSC has debated this issue for several years and reached some tentative conclusions in 2001 about how CPAs should apply professional standards in these engagements. The flowchart in Exhibit 1
reflects ARSC’s views.
Exhibit 1—Current Views of ARSC Concerning Controllership
With regard to
each situation or entity to
which you provide services:

Are you
in the
“practice of
public
accounting”?

No

SSARS No.1 does not apply.

Yes

Are you
serving as
an officer, director,
or owner of
the entity?

You have a choice. You may either (1)
comply with the requirements of SSARS
No. 1, or (2) use a transmittal letter that
clearly indicates your relationship to the
entity (officer, director, or owner).

Yes

No
Comply with SSARS No. 1.
In other words, if the service
involves submission of financial statements, you must, at
a minimum, perform a compilation engagement.

Definitions
Pursuant to its authority under the AICPA Bylaws to interpret the Code of Professional
Conduct, the Professional Ethics Executive Committee has issued the following definitions of terms appearing in the Code (AICPA, Professional Standards, vol. 2, ET sec. 92):
Client. A client is any person or entity, other than the member's employer, that engages
a member or member's firm to perform professional services or a person or entity with
respect to which professional services are performed.
Holding out. In general, any action initiated by a member that informs others of his or
her status as a CPA or AICPA-accredited specialist constitutes holding out as a CPA….
Practice of public accounting. The practice of public accounting consists of the performance for a client, by a member or member’s firm, while holding out as CPA(s), of the
professional services of accounting, tax, personal financial planning, litigation support
services, and those professional services for which standards are promulgated by bodies
designated by Council…
Professional services. Professional services include all services performed by a member
while holding out as a CPA.
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However, this flowchart is inconsistent with Ethics Ruling No.
291-10, “Preparation and Transmittal of Financial Statements by a
Member in Public Practice” (AICPA, Professional Standards, vol. 2,
ET sec. 291.019). Ethics Ruling No. 291-10 offers an employee the
choice of complying with SSARS No. 1 or issuing a transmittal letter.2 In contrast, ARSC does not believe that employees should be able
to perform a compilation of their employers’ financial statements.
Based on these discussions, ARSC agreed to:
• Draft a proposed interpretation to SSARS No. 1 in accordance with the concepts in the flowchart (Exhibit 1).
• Ask the Professional Ethics Executive Committee to revise its
Ethics Ruling No. 291-10 to eliminate the choice to comply
with SSARS No. 1 or issue a transmittal letter for employees
so that the guidance in the Ethics Ruling and SSARS Interpretations would be consistent with respect to the subject of
controllership.3
Management-Use-Only Financial Statements in
Controllership Engagements
As discussed above, ARSC is expected to issue, in the near future,
specific guidance on compliance with SSARSs when providing controllership services. That guidance is expected to clarify that CPAs in
the practice of public accounting generally must comply with
SSARS No. 1 when submitting financial statements in connection
with controllership services. For this reason, submitting management-use-only financial statements may be a useful option in controllership engagements.
The requirements for a management-use-only compilation include the option of documenting your understanding through
the use of a written engagement letter and following the compilation performance standards for any financial statements that you
submit while performing these controllership services. Keep in
2. Ethics Ruling No. 291-10 mentions “stockholder, partner, director, or employee.”
3. At the publication date of this Alert, ARSC had not finalized the Interpretation related
to controllership. You can follow the development and issuance of this Interpretation at
www.aicpa.org.
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mind, however, that the financial statements would be restricted
to management’s use only and would not be available to third
parties. In addition, because of the nature of the services performed, you would need to add an item to the engagement letter
noting your lack of independence.
Financial Statements Included in Written Business Valuations
What’s the status of the exposure draft exempting business valuations
from SSARSs?

In December 1999, the ARSC issued an exposure draft titled Financial Statements Included in Written Business Valuations. The exposure
draft would have exempted historical financial statements from
SSARS No. 1 if the financial statements were only for use in a business valuation and were not to be used to obtain credit or for any
other purpose. In other words, the financial statements would not
have to be compiled, and there would be no requirement for a report or any other form of communication.
At its August 2000 meeting, the ARSC voted to defer action on
this proposal to allow for more discussions on the larger issue of exemptions. Thus far, the ARSC has taken no further action on this
issue. Therefore, financial statements included in business valuation reports are treated the same as financial statements included in
any management consulting services (MCS) report. See the “Financial Statements Included in Management Consulting Services
Reports” section later in this Alert for a complete discussion.

Current Practice Issues
Online Accounting Services
What are online accounting services, and how do I determine when
SSARS No. 1 applies?

Many companies—both traditional accounting software vendors
and new “Web only” vendors—are now offering Internet-based
accounting and general ledger packages. The benefits of this application service provider (ASP) model include—
11

• Access to client data any time from any computer with an
Internet connection
• No requirement for information technology (IT) support,
server storage, or a network
• Quick and easy implementation
• No requirement to upgrade when new versions or features
are available
• Easier sharing of data with coworkers and clients
Although providing accounting and bookkeeping services for
clients may change as a result of technological developments,
SSARSs presently make no distinction about how the services are
provided. According to SSARS No. 1, you should not submit
unaudited financial statements of a nonpublic entity to your client
or third parties unless, as a minimum, you comply with the provisions of SSARS No. 1 applicable to a compilation engagement.
Recall that submission of financial statements is defined as, “presenting to a client or third parties financial statements that the accountant has prepared either manually or through the use of
computer software.” Therefore, you must use your judgment to determine if you will be “preparing” financial statements. If you decide that you will be preparing and presenting financial statements,
then you should structure the engagement as a compilation and
comply with the performance and communication or reporting requirements contained in SSARS No. 1.
Engagement Communication Requirements
What are the SSARS requirements for engagement letters? Do engagement
letters have to be signed by management? Does the “understanding
with the client” have to be in writing? Do I have to have an engagement
letter if I am not going to submit financial statements and if SSARS
No. 1 does not apply?

SSARS No. 1, as amended, states:
The accountant should establish an understanding with the entity,
preferably in writing, regarding the services to be performed.
However, if the engagement is to compile financial statements not
12

expected to be used by a third party, a written communication is
required. (AICPA, Professional Standards, vol. 2, AR sec. 100.05).

Since there are now two types of options for compilation engagements (engagements to compile for management’s use only and financial statements compiled for general use), the engagement letter
requirements depend upon the type of engagement.
Reviewed Financial Statements or Financial Statements
Compiled for General Use
For reviewed financial statements or for financial statements compiled for general use, it is preferable that the understanding with
the client be in writing. That understanding should include the
following:
1. A description of the nature and limitations of the services to
be performed.
2. A description of the report to be rendered.
3. A statement that the engagement cannot be relied upon to
disclose errors, fraud, or illegal acts.
4. A statement that the accountant will inform the appropriate
level of management of any material errors that come to his
or her attention and any fraud or illegal acts that come to his
or her attention, unless they are clearly inconsequential.
Financial Statements Compiled for Management Use Only
As discussed in the previous section of this Alert, “SSARS No. 8
and the ‘Management Use Only’ Compilation,” you have two options for financial statements compiled for management’s use only:
(1) the standard compilation report, and (2) documentation of the
understanding with the client. If the engagement is to compile financial statements for management’s use only and you will not
issue a report, you must document your understanding with the
client through a written engagement letter. SSARS No. 1 states that
it is preferable that management sign this engagement letter. The
engagement letter in this kind of compilation not only documents
the understanding with the entity, but also documents management’s representation and agreement that the financial statements
13

are not to be used by third parties. The engagement letter also documents that management has knowledge about the nature of the
procedures applied and the basis of accounting and assumptions
used in the preparation of the financial statements. Although not
required, it is advisable to have management sign this engagement
letter in order to reduce the possibility of a misunderstanding.
Specifically, the engagement letter for financial statements compiled for management use only should include the following
(AICPA, Professional Standards, vol . 2, AR sec. 100.21):
1. A description of the nature and limitations of the services
to be provided.
2. A statement that a compilation is limited to presenting in the
form of financial statements information that is the representation of management.
3. A statement that the financial statements have not been audited or reviewed.
4. A statement that no opinion or any other form of assurance
on the financial statements will be provided.
5. An acknowledgment that management has knowledge
about the nature of the procedures applied and the basis of
accounting and assumptions used in the preparation of the
financial statements.
6. An acknowledgment of management’s representation and
agreement that the financial statements are not to be used
by third parties.
7. A statement that the engagement cannot be relied upon to
disclose errors, fraud, or illegal acts.
The engagement letter for management-use-only financial statements should also include the following additional matters, if applicable:
1. A statement that material departures from generally accepted
accounting principles (GAAP) or an other comprehensive
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basis of accounting (OCBOA) may exist and the effects of
those departures on the financial statements may not be
disclosed.
2. A statement that substantially all disclosures (and the statement of comprehensive income and statement of cash flows,
if applicable) required by GAAP or OCBOA may be omitted.
3. A statement that the accountant is not independent.
4. A reference to any supplementary information that may be
included.
Appendix B of this Alert includes an illustrative engagement letter
for financial statements compiled for management’s use only. See
examples of other engagement letters in the appendices of SSARS
No. 1.
Bookkeeping Services
If you reach the conclusion that your service will not include the
submission of financial statements, then SSARS No. 1 does not
apply to your engagement. Instead, the service probably consists
of bookkeeping services, write-up services, or other services. In
these types of engagements, there is no professional standard that
requires a written engagement letter.4 However, due to the nature
of these services, it is highly advisable to establish an understanding with the client in writing. Unlike other types of professional
services that result in a report (for example, compilations, reviews, and audits), bookkeeping services generally do not include
any type of communication to the client concerning the results of
the engagement. In order to reduce the possibility of a misunderstanding, you can use a written engagement letter to establish the
scope of the engagement and your level of involvement with the
underlying financial information.
4. Statement on Standards for Consulting Services (SSCS) No. 1, Consulting Services: Definitions and Standards (AICPA, Professional Standards, vol. 2, CS sec. 100) does require
that you establish a written or oral understanding with the client about the responsibilities of the parties and the nature, scope, and limitations of services to be performed.
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Litigation Support Services
What type of service is considered litigation support? What do SSARSs
say about litigation support services?

Accountants are sometimes engaged to perform services in connection with pending or potential legal or regulatory proceedings.
These services may include analysis, assurance, bookkeeping, financial statement preparation, or service as an expert witness,
among other things. If you are engaged to perform these types of
services, SSARS No. 1 may apply if you submit financial statements as part of the service.
However, Interpretation No. 20 of SSARS No. 1 states that SSARSs
do not apply to financial statements submitted in conjunction with
litigation services that involve pending or potential proceedings before a court, regulatory body, or governmental authority (or the
agent of any of these) such as a grand jury or an arbitrator (mediator) when:
1. The accountant is an expert witness or a “trier of fact” (or an
agent for one),
2. The accountant’s work is subject to detailed analysis and
challenge by each party to the dispute, and
3. The accountant is engaged by the attorney and is protected
by the attorney’s work product privilege.
On the other hand, Interpretation No. 20 states that SSARSs do
apply to litigation support engagements when:
1. The accountant submits unaudited financial statements of
a nonpublic entity that are the representation of management (owners) to others who, under the rules of the proceedings, do not have the opportunity to analyze and challenge
the accountant’s work, or
2. The accountant is specifically engaged to submit, in accordance with SSARSs, financial statements that are the representation of management (owners).
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In any case, you should also comply with Rule 201, General Standards of the AICPA Code of Professional Conduct (AICPA, Professional Standards, vol. 2, ET sec. 201.01). Rule 201 requires:
1. Professional competence. Undertake only those professional
services that you or your firm can reasonably expect to complete with professional competence.
2. Due professional care. Exercise due professional care in the
performance of professional services.
3. Planning and supervision. Adequately plan and supervise the
performance of professional services.
4. Sufficient relevant data. Obtain sufficient relevant data to afford a reasonable basis for conclusions or recommendations
in relation to any professional services performed.

Current Engagement Issues
Financial Statements Included in Management Consulting
Services Reports
What are MCS reports? When do SSARSs apply to these engagements?
Are there any exemptions or exceptions?

Unaudited financial statements are often included in management
consulting services (MCS) reports (for example, business valuations,
business plans, and loan proposals). Some CPAs believe that the financial statements included in these MCS reports are incidental to
the purpose of the consulting engagement. They further believe that
the reporting in these engagements is governed solely by consulting
services standards5 and that the inclusion of a compilation report
confuses the user of the MCS report. However, footnote 1 of Statement on Standards for Consulting Services (SSCS) No. 1, Consulting
5. SSCS No. 1 only requires that you inform the client of (1) conflicts of interest that
may occur, (2) significant reservations concerning the scope or benefits of the engagement, and (3) significant engagement findings or events. No specific form of report or communication is required.
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Services: Definitions and Standards (AICPA, Professional Standards,
vol. 2, CS sec. 100), states the following:
The definition of Consulting Services excludes the following:
a. Services subject to other AICPA Technical Standards such as
Statements on Auditing Standards (SASs), Statements on Standards for Attestation Engagements (SSAEs), or Statements on
Standards for Accounting and Review Services (SSARSs). (These
excluded services may be performed in conjunction with Consulting Services, but only the Consulting Services are subject to
the SSCS.)

The SSARSs contain no provision to exempt historical financial
statements that have been compiled or reviewed by you and included in consulting reports. The only exemptions for historical
financial statements apply to certain personal financial statements
(SSARS No. 6, Reporting on Personal Financial Statements Included
in Written Personal Financial Plans [AICPA, Professional Standards, vol. 2, AR sec. 600]) and the exemption related to certain
litigation support services (see the discussion in the “Litigation
Support Services” section of this Alert)]. Consequently, SSARSs
currently require that any financial statements submitted to
clients or third parties, including financial statements included in
consulting reports, at least be compiled.
Sometimes, however, the financial statements included in the
MCS report are (1) compiled or reviewed by another accountant
or (2) prepared by the client. In that case, you may want to indicate in the MCS report the nature of the work you did, if any, in
connection with those statements. For example:
• If compiled by another CPA, the following language may
be used:
The 20X1 financial statements of XYZ Company were
compiled by other accountants [do not mention name],
whose report dated February 1, 20X2, stated that they
did not express an opinion or any other form of assurance on those statements.
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• If prepared by the client, the following language may be used:
We have not compiled, reviewed, or audited the financial statements presented on pages X through Y and,
accordingly, we assume no responsibility for them.
Finally, as previously discussed, SSARS No. 8 now allows you to compile financial statements for management use only (where the financial statements are not intended to be used by third parties) without a
report on those financial statements, as long as you follow the performance requirements for a compilation and establish a written understanding with the client. Therefore, if the MCS report is not intended
to be used by third parties, you could include compiled financial statements in the MCS report, without including a compilation report on
those statements. See the “SSARS No. 8 and the Management Use
Only Compilation” section of this Alert for more information.
Analytical Procedures in a SSARS Review Engagement
What are the requirements for analytical procedures? What are
examples of analytical procedures? What is the purpose of inquiries
and analytical procedures?

SSARS No. 1 states that the accountant’s analytical procedures
should ordinarily consist of procedures designed to identify relationships and individual items that appear to be unusual. For a review
engagement, these procedures fall into three categories:
1. Comparison of the financial statements with statements for
comparable prior period(s). An example would be trend
analysis, which involves the study of the change in accounts
over time.
2. Comparison of the financial statements with anticipated results, if available (for example, budgets and forecasts). An example would be comparing budgeted amounts to actual
amounts and identifying significant variances.
3. Study of the relationships of the elements of the financial
statements that would be expected to conform to a pre-
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dictable pattern based on the entity’s experience. An example
would be reasonableness tests that estimate a financial statement amount or the change in amount from the prior period.
A basic premise underlying the application of analytical procedures
is that relationships among data may reasonably be expected to
exist and continue to exist in the absence of known conditions to
the contrary.
Specific analytical procedures used are a matter of your judgment.
Therefore, you should tailor the specific procedures to the client
based on your understanding of the client’s business and the industry in which it operates.
In applying analytical procedures in a review engagement, you
may achieve both effectiveness and efficiency by using the following approach.
1. Identify immaterial account balances or classes of transactions. Apply no analytical procedures to them.
2. Identify account balances or classes of transactions to which
you have applied other accounting services (bookkeeping or
payroll services, for example). Consider the evidence that
you already have and whether any material errors are likely
to remain. If you believe you already have sufficient evidence
for those account balances or classes of transactions to reduce the risk of material misstatement to a moderate level,
do not apply analytical procedures to them.
3. For the remaining account balances and classes of transactions, develop expectations (for example, using historical
trends adjusted for known changes) for them. Note, however,
that SSARS No. 1 does not require a formal process of developing and documenting expectations.
4. Consider how close the existing account balance or class of
transaction comes to the expectation developed in item 3. If
the differences are small, no additional evidence is needed.
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5. If the differences are large, material errors could exist. Inquire
about valid business reasons for the difference. If the results
of inquiry are plausible and agree with other evidence, no
additional evidence may be needed.
6. If additional evidence is needed, apply additional procedures
or obtain other suitable evidence.
Overall, the purpose of the inquiries and analytical procedures is to
provide you with the primary basis for expressing limited assurance
that no material modifications should be made to the financial statements. SSARS No. 1 does not specify how many procedures must be
performed in order to express the limited assurance. The extent and
type of procedures performed is a matter of professional judgment.
Keep in mind too that SSARSs allow modification of inquiry and
analytical procedures. For example, you may have acquired knowledge about the entity in the performance of audits of the entity’s financial statements, compilation of the entity’s financial statements,
or other accounting services (such as bookkeeping services). This
acquired knowledge may be sufficient to reduce the extent of inquiries and analytical procedures, although you would still have the
same degree of responsibility with respect to the financial statements (expressing limited assurance that no material modifications
should be made to the financial statements).
Analytical Procedures in Initial Review Engagements
How is an initial engagement different from any other review
engagement? Are there any special requirements or procedures in an
initial engagement?

Accountants often question how to apply analytical procedures on
initial review engagements. For example, how can you evaluate the
results of procedures applied for the current year if you are unsure
whether amounts are comparable with prior years or if the company is newly formed? Recall, from the previous section, that
SSARSs allow you to modify your inquiries and analytical proce-
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dures based on knowledge acquired in the performance of other
services. Although SSARS No. 1 does not cite initial engagements
as a situation in which you may choose to modify your inquiries
and analytical procedures, it is reasonable to assume that these procedures could be modified in initial engagements.
In initial review engagements, you may have to rely on other sources
of evidence. For example, you may have to rely on making additional inquiries. Or, you may have already compiled the financial
statements, or may have provided other accounting or bookkeeping
services for the client. In these cases you may rely on knowledge
gained from these other services to supplement the limited analytical procedures that can be performed because of insufficient history.
In these cases your analytical procedures may also consist of comparisons with results for similar clients or to industry statistics, and
of analysis of the interrelationships between accounts.
Effect of Statement on Auditing Standards No. 89,
Audit Adjustments
How does SAS No. 89 affect my SSARS engagements? Do I have to
include a copy of uncorrected misstatements with the management
representation letter in a SSARS review engagement?

Statement on Auditing Standards (SAS) No. 89, Audit Adjustments
(AICPA, Professional Standards, vol. 1, AU secs. 310, 333, and 380)
issued in 1999, amends three existing SASs to establish audit requirements designed to encourage management to record adjustments aggregated by the auditor. The Statement also clarifies management’s
responsibility for the disposition of financial statement misstatements brought to its attention. Because of the issuance of SAS No.
89 and renewed emphasis on “waived adjustments,” accountants frequently raise questions about applying SAS No. 89 in compilation
and review engagements.
Requirements in SASs apply to compilation and review engagements only when a SSARS or a SSARS Interpretation explicitly cites
the SAS as a requirement. SAS No. 89 is not cited in SSARSs as a
requirement. Therefore, the requirements in SAS No. 89 to add
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items to both the engagement letter and management representation letter do not apply to compilation and review engagements.
Documentation Requirements for SSARS Engagements
What type of documentation do SSARSs require? Are the
documentation requirements different in a compilation or review
engagement? What about the management-use-only compilation?

Compilation Engagement Documentation
SSARS No. 1 did not require any specific documentation in a
compilation engagement. However, SSARS No. 1, as amended by
SSARS No. 8, does require documentation of the understanding
with the client in the form of a written engagement letter for a
management-use-only compilation (if a compilation report is not
to be issued). Although not required, including the type of documentation noted below may be helpful from a risk management
and quality control perspective:
1. Engagement letter
2. Trial balance information to bridge the client’s records to the
compiled financial statements
3. Notes on how incorrect, incomplete, or unsatisfactory matters
were resolved, if any
4. If required by firm policy, compilation work program, procedural checklists, and disclosure checklists
Review Engagement Documentation
SSARS No. 1 states that, in a review engagement, the accountant
should have documentation to describe the following (AICPA,
Professional Standards, vol. 2, AR secs. 100.29 and 100.32):
1. Matters covered in your inquiry and analytical procedures
2. Unusual matters (incorrect, incomplete, or unsatisfactory information) that you considered and how those matters were
resolved
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3. Management representation letter (SSARS No. 1 requires
that the client provide you with a representation letter in a review engagement)
In addition to these three items, accountants typically include the
following in their review engagement documentation:
1. Engagement letter
2. A working trial balance
3. If required by firm policy, review work program, procedural
checklists, and disclosure checklists

Current Accounting and Reporting Issues
Effect of Statement on Auditing Standards No. 93,
Omnibus Statement on Auditing Standards—2000
How does SAS No. 93 affect my SSARS engagements? Do I have to
reference the country of origin in my SSARS reports?

SAS No. 93, Omnibus Statement on Auditing Standards—2000
(AICPA, Professional Standards, vol. 1, AU secs. 315, 508, and 622),
was issued in 2000. Among other things, the Statement amended
SAS No. 58, Reports on Audited Financial Statements (AICPA, Professional Standards, vol. 1, AU sec. 508.08) and requires a reference
in the auditor’s report to the country of origin of the accounting
principles used to prepare the financial statements and the auditing
standards the auditor followed in performing the audit. Accountants are asking if they need to reference the country of origin of
the accounting principles and SSARS procedures performed in
their compilation and review reports.
As mentioned earlier in this Alert, requirements in SASs apply to
compilation and review engagements only when SSARSs or a
SSARS Interpretation explicitly cites the SAS as a requirement.
SAS No. 93 is not cited in SSARSs as a requirement. Therefore, the
requirement in SAS No. 93 to reference the country of origin of
the accounting principles and procedures followed does not apply
to compilation and review reports.
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However, some accountants have asked whether they can voluntarily include the reference in their compilation and review reports.
Since SSARSs do not preclude the reference, this practice would be
acceptable. Examples of wording for a compilation and a review report with references to the country of origin are presented below.
Compilation Report Excerpt (Omission of Substantially
All Disclosures)
Note that a standard (two-paragraph) compilation report makes no
reference to accounting principles, so no modification concerning
country of origin would be made. However, the third paragraph that
is often used to indicate the omission of disclosures could be modified as shown.
Management has elected to omit substantially all disclosures (and
the statement of cash flows and statement of comprehensive income) required by accounting principles generally accepted in
the United States of America. If the omitted disclosures and statements were included in the financial statements, they might influence the user’s conclusions about the company’s financial
position, results of operations, and cash flows. Accordingly, these
financial statements are not designed for those who are not informed about such matters.

Review Report Excerpt
Reference to the country of origin in a review report can be made
as follows:
Based on our review, we are not aware of any material modifications that should be made to the accompanying financial statements in order for them to be in conformity with accounting
principles generally accepted in the United States of America.

Emphasis Paragraphs
Am I required to modify a compilation or review report to emphasize
a matter?

Footnote 19 of SSARS No. 1 states, “Nothing in this statement…is
intended to preclude an accountant from emphasizing in a separate
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paragraph of his or her report a matter regarding the financial
statements.” In other words, footnote 19 permits, but never requires,
an emphasis paragraph (as long as the matter is appropriately disclosed in the financial statements).
If you decide to add an emphasis paragraph, follow these guidelines:
1. Emphasis paragraphs should not introduce new information
about the financial statements; they should only emphasize a
matter that is disclosed in the financial statements.
2. If the financial statements are deficient or do not contain a
needed disclosure and the client does not correct the statements, you are required to state, in a separate paragraph of
the report, that the financial statements contain a departure
from GAAP. This required paragraph differs from a voluntary emphasis paragraph.
3. Emphasis paragraphs should not contain information
about the procedures you have or have not performed.
4. Emphasis paragraphs should not contain any conclusions
or opinions.
5. To highlight a going concern disclosure in the client’s financial statements, do not use the term “substantial doubt” in
that paragraph. (Substantial doubt is an audit-evidencebased concept that should only be used in audit reports.)
Going Concern Issues
What do SSARSs say about going concern? Do I have to modify my
compilation or review report for a going concern issue? How should I
word the modified report?

According to Interpretation No. 11 of SSARS No. 1 and footnote
19 of SSARS No. 1, you should consult SAS No. 59, The Auditor’s
Consideration of an Entity’s Ability to Continue as a Going Concern
(AICPA, Professional Standards, vol. 1, AU sec. 341.10-.11) to evaluate the adequacy of disclosure of uncertainties caused by concern
about the entity’s ability to continue as a going concern. If, based
on SAS No. 59, you believe that the financial statement disclosure
26

of the uncertainty is inadequate, you should consider modifying
your report.
Full Disclosure Financial Statements
As discussed earlier, footnote 19 of SSARS No. 1 permits, but never
requires, an emphasis paragraph (as long as the matter is appropriately disclosed in the financial statements). If you decide to add a
paragraph to emphasize a going concern matter, Interpretation No.
11 of SSARS No. 1 contains illustrative language that you may use:
As discussed in Note X, certain conditions indicate that the
Company may be unable to continue as a going concern. The accompanying financial statements do not include any adjustments
to the financial statements that might be necessary should the
Company be unable to continue as a going concern.

Omission of Substantially All Disclosures
You may compile financial statements for a client that omit substantially all disclosures required by GAAP or OCBOA, provided that
the omission is clearly indicated in the report and is not, to your
knowledge, undertaken with the intention of misleading those who
might reasonably be expected to use such financial statements.6
Since the user is alerted that substantially all disclosures have been
omitted from the financial statements (by the paragraph in the
compilation report explaining the omission), going concern disclosures would not be required.
Although not required, the going concern matter can be disclosed.
In this case, however, the disclosure should be made in the financial
statements. Keep in mind that emphasis paragraphs should not introduce new information about the financial statements. Rather,
they should only emphasize a matter that is already disclosed in the
financial statements. If the going concern matter is the only disclosure included in the financial statements, it should be labeled as
“Selected Information—Substantially All Disclosures Required by
Generally Accepted Accounting Principles Are Not Included,”
rather than “Notes to the Financial Statements.” Once disclosed in
6. Note that you cannot review financial statements that omit substantially all disclosures.
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the financial statements, the matter can then be emphasized, if you
desire, in a separate paragraph of the report.
Reporting on Comparative Financial Statements
What are the requirements for reporting on comparative
financial statements?

SSARS No. 2, Reporting on Comparative Financial Statements
(AICPA, Professional Standards, vol. 2, AR sec. 200), sets forth the
authoritative requirements that obligate the accountant to report on
each period when financial statements of two or more periods are
presented in columnar form. Reporting is simple unless a change of
accountants has occurred, the level of service (compilation or review) differs from period to period, or a change in the nonpublic
status of the entity has occurred. In these situations, you may face
some rather complex reporting decisions. Because you may not face
these complexities often, applying SSARS No. 2 can be daunting.
The flowchart in Exhibit 2 may be helpful in making SSARS No. 2
more user friendly. All references in the flowchart are to SSARS No.
2, and the flowchart covers both predecessor and successor accountants. The flowchart also references the appropriate SAS if the client’s
comparative financial statements are audited or if the client’s status
has changed from a nonpublic to a public entity.
The following definitions from SSARS No. 2 may facilitate the use
of the flowchart.
• Updated report—A continuing accountant issues this kind of
report, which considers new information from the current
engagement and re-expresses the previous conclusions or expresses different conclusions on the prior-period financial
statements as of the current report date.
• Reissued report—This report is issued subsequent to the date
of the original report but bears the same date as the original
report. A reissued report may need to be revised and dualdated for the effects of specific events.
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Exhibit 2—Flowchart of SSARS No. 2
Comparative
financial statements
20X1 and 20X2

See auditing
literature,
SAS No. 58
(AU sec. 508)

Yes

Are 20X1 and
20X2 both
audited?
No

See auditing
literature,
SAS No. 26
(AU sec. 502)

Yes

Is 20X2
audited or a
public
company?
No

Continuing

Type of
accountant?

Predecessor
or Successor

Is 20X2 level
of service ⬎
__
20X1?

Yes

Yes*

Update
SSARS No. 2
(AR sec. 200)

Any errors in
20X1?

No
No
20X2 ⬍ 20X1

Predecessor
to correct and
reissue?

Yes

Most
Common
Refer
SSARS No. 2
(AR sec. 200)

No

Predecessor
to reissue?

You have a
choice
Reissue
SSARS No. 2
(AR sec. 200)

Yes

Successor
compiles or
reviews 20X1
SSARS No. 2
(AR sec. 200)

Copyright 2001 by Practitioners Publishing Company. All rights reserved. Reprinted
with permission from The Guide to Compilation And Review Engagements, 23rd edition
(July 2000, p. 6-37). For product information call (800) 323-8724.
* SSARS No. 4, AR section 400.10, requires the successor to request the client to notify
the predecessor when the successor believes that the prior-period financial statements
need to be restated.
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Accounting for Goodwill
How has the accounting for goodwill changed for my compilation or
review engagements with issuance of FASB Statement No. 142?

In June 2001, the Financial Accounting Standards Board (FASB)
issued Statement of Financial Accounting Standards No. 142,
Goodwill and Other Intangible Assets, which supersedes Accounting
Principles Board (APB) Opinion No. 17, Intangible Assets, and
drastically changes the accounting for goodwill. FASB Statement
No. 142 changes the unit of account for goodwill and takes a very
different approach to how to account for goodwill and other intangible assets subsequent to their initial recognition.
Because goodwill and some intangible assets will no longer be
amortized, the reported amounts of goodwill and intangible assets
will not decrease at the same time and in the same manner as under
previous standards. Specifically, FASB Statement No. 142 changes
the subsequent accounting for goodwill and other intangible assets
in the following respects:
• FASB Statement No. 142 adopts a more aggregate view of
goodwill and bases the accounting for goodwill on the
units of the combined entity into which an acquired entity
is integrated. Those units are referred to as reporting units.
• APB Opinion No. 17 presumed that goodwill and all other
intangible assets were wasting assets (that is, finite lived).
FASB Statement No. 142 does not presume that those assets
are wasting assets. Instead, goodwill and other intangible assets that have indefinite useful lives will not be amortized
but, rather, will be tested at least annually for impairment.
• FASB Statement No. 142 provides specific guidance for testing goodwill for impairment. The annual test for goodwill
impairment uses a two-step process that begins with an estimation of the fair value of a reporting unit. However, if certain criteria are met, the requirement to test goodwill for
impairment annually can be satisfied without a remeasurement of the fair value of the reporting unit.
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The provisions of FASB Statement No. 142 are required to be applied starting with fiscal years beginning after December 15, 2001.
This Statement is required to be applied to all goodwill and other
intangible assets recognized in the financial statements at that date.
Goodwill and intangible assets acquired after June 30, 2001, will
be subject immediately to the nonamortization provisions of FASB
Statement No. 142.
Many accountants have voiced concern that the cost of complying
with FASB Statement No. 142 may exceed the benefits for many
small businesses which need compiled or reviewed financial statements. FASB Statement No. 142 requires that companies test
goodwill for impairment at least annually. This impairment test involves estimating the fair value of all assets and liabilities and comparing the resulting net assets to the fair value of the reporting unit
(or entity) and can be costly in terms of time and personpower.
If the client chooses not to implement FASB Statement No. 142,
you should modify your compilation or review report to disclose the
GAAP departure. You also should disclose the dollar effects of the
departure in the report if they have been determined by the client or
are known as a result of your procedures. However, you are not required to determine the effects of the departure if the client has not
done so. In those cases, include in the report a statement that the effects of the departure have not been determined. The following reports illustrate how you might handle this departure.
For a compilation report, the following language may be used:
We have compiled the accompanying balance sheet of XYZ
Company as of December 31, 20XX, and the related statements of income, retained earnings, and cash flows for the year
then ended, in accordance with Statements on Standards for
Accounting and Review Services issued by the American Institute of Certified Public Accountants.
A compilation is limited to presenting in the form of financial
statements information that is the representation of management (owners). We have not audited or reviewed the accompanying financial statements and, accordingly, do not express an
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opinion or any other form of assurance on them. However, we
did become aware of a departure from generally accepted accounting principles described in the following paragraph.
Generally accepted accounting principles require that goodwill
be tested for impairment and not be amortized. Management
has informed us that the Company has not tested goodwill for
impairment and is continuing to amortize goodwill. The effects
of this departure from generally accepted accounting principles
have not been determined.

For a review report, the following language may be used:
We have reviewed the accompanying balance sheet of XYZ
Company as of December 31, 20XX, and the related statements
of income, retained earnings, and cash flows for the year then
ended, in accordance with Statements on Standards for Accounting and Review Services issued by the American Institute of Certified Public Accountants. All information included in these
financial statements is the representation of management.
A review consists principally of inquiries of company personnel
and analytical procedures applied to financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing standards, the objective of which is the expression
of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.
Based on our review, with the exception of the matter described
in the following paragraph, we are not aware of any material
modifications that should be made to the accompanying financial statements in order for them to be in conformity with generally accepted accounting principles.
Generally accepted accounting principles require that goodwill
be tested for impairment and not be amortized. Management
has informed us that the Company has not tested goodwill for
impairment and is continuing to amortize goodwill. The effects
of this departure from generally accepted accounting principles
have not been determined.
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Current Peer Review Issues
Documentation Expected in an Engagement Review
Do I have to provide documentation in all types of peer review?
What kind of documentation will my peer reviewer look for in an
engagement review?

In 1999, the AICPA Peer Review Board adopted revisions to the
AICPA Standards for Performing and Reporting on Peer Reviews (Standards) and Interpretations that became effective for peer reviews commencing on or after January 1, 2001.
Beginning this year, there are three types of peer reviews, per the
AICPA Standards for Performing and Reporting on Peer Reviews:
1. System review. This kind of review is for firms that perform
engagements under the Statements on Auditing Standards
(SASs) and Governmental Auditing Standards (also referred
to as the Yellow Book), and examinations of prospective financial information under the Statements on Standards for
Attestation Engagements (SSAEs). The system review is essentially the same as the former on-site peer review with only
a name change.
2. Engagement review. This kind of review is for firms that are
not required to have a system review (and not eligible to have
the report review discussed below). The engagement review is
similar to the former off-site peer review (with a separate report and letter of comments, technical review, committee acceptance, monitoring actions, and so on). In an engagement
review, the two objectives are to provide the peer reviewer
with a reasonable basis for expressing limited assurance of the
following:
a. The financial statements information and the related accountant’s report on the accounting, review, and attestation engagements submitted for review conform in all

33

material respects with professional standards (same as in
the former off-site review).
b. The reviewed firm’s documentation on the engagements
submitted for review conforms to the requirements of the
SSARSs and the SSAEs, as applicable, in all material respects. In an engagement review, there is no opinion on
the reviewed firm’s system of quality control and, therefore, the reviewer is not opining on the firm’s compliance
with its own quality control policies and procedures or
with quality control standards.
3. Report review. Firms that only perform compilations that
omit substantially all disclosures will have a report review.
Many accountants who perform only compilation and review engagements will be subject to the engagement review discussed above.
In this case, you will be expected to submit selected engagements to
the peer reviewer, including financial statements, reports, and documentation. However, since SSARSs do not require any specific
documentation in a compilation engagement, none should be expected to be submitted (see the discussion in the “Documentation
Requirements in SSARS Engagements” section earlier in this Alert).
The one exception, in the case of a compilation engagement, is the
management-use-only compilation. In this kind of compilation, you
are required to document your understanding with the client (that is,
in a written engagement letter) if you do not issue a report. That understanding is required to address specific items outlined in SSARS
No. 1 (see Appendix B, “Compilation of Financial Statements Not
Intended for Third-Party Use—Illustrative Engagement Letter”).
As noted in the “Review Engagement Documentation” section of
this Alert (under “Documentation Requirements for SSARS Engagements”), for a review engagement, SSARS No. 1 states that the
accountant should have documentation to describe the following
(AICPA, Professional Standards, vol. 2, AR secs. 100.29 and 100.32):
1. The matters covered in your inquiry and analytical procedures
2. Unusual matters that you considered during the performance
of the review, including their disposition
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3. The management representation letter (SSARS No. 1 requires
that the client provide you with a representation letter in a review engagement)
However, SSARSs do not provide any specific guidance as to the
form and content of the documentation to support items 1 and 2
above. Since professional standards do not provide specific guidelines as to the form and content of documentation required for review engagements, other than management representation letters,
many accountants question what kind of documentation will be required from peer reviewed firms when they are subject to an engagement review. In order to clarify what constitutes appropriate
documentation for a review engagement, the staff of the AICPA
Peer Review Program discussed this matter with ARSC. It is ARSC’s
position that the form and content of documentation for a review
engagement should be based upon the judgment of the accountant
who performs the review engagement. Therefore, the judgment of
the accountant appears to be the key factor in determining:
1. The nature and extent of inquiries to be made by the accountant when performing a review of financial statements.
2. The form and content of documentation to be provided by
the accountant as support for inquiries, analytical procedures,
and any unusual matters considered during the performance
of the review.
Examples of appropriate documentation for a review engagement
may include one or more of the following:
• A program or checklist that covers the inquiries made by the
accountant, such as those generally described in paragraph
28 of SSARS No. 1 and also those more specifically described
in Appendix B of SSARS No. 1.
• Notations in the working papers or memos that describe the
analytical procedures performed, such as comparison of financial statements with comparable prior periods, comparison of
financial statements with anticipated results, and ratio analysis. Also, the conclusions reached by the accountant based on
the performance of those analytical procedures.
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• Memos in a narrative format that discuss any unusual matters
the accountant considered during the review, as well as how
the accountant disposed of those matters.
Since the form and content of documentation may vary from one
engagement to another, and will be based on the judgment of the accountant who performed the review engagement, the peer reviewer
will need to use reasonable judgment in determining whether the
documentation appears to be appropriate.
Recurring Deficiencies Noted in Compilation and
Review Engagements
What are some of the most frequent deficiencies identified in peer
reviews that relate to compilation and review engagements?

Of the more than 30,000 firms in the AICPA Peer Review Program, almost 18,000 perform reviews or compilations as their
highest level of service. More than 40 state administering entities
administer the peer review program to include 54 state CPA societies (including the District of Columbia, Guam, Puerto Rico, and
the Virgin Islands). The importance of the peer review findings
cannot be overemphasized. Here, we provide you with some recent
significant and minor deficiencies that you can keep in mind when
planning and staffing your compilation and review engagements.
Significant Deficiencies
Significant deficiencies include matters that normally (1) are material to understanding the financial statements or auditor’s or accountant’s report or (2) represent a critical auditing or SSARS
procedure.7 An engagement with a significant deficiency is normally considered substandard. Frequently mentioned significant
deficiencies in compilation and review engagements that have been
7. Failure to document the understanding with the entity through the use of an engagement letter, failure to include a reference on each page of the financial statements that
they are “restricted for management’s use only” as required by SSARS No. 8, or failure
to include any one of the required descriptions and statements in the engagement letter
will be considered a significant deficiency.
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noted in peer review comment letters include, among other matters, the following.
Reports. Significant deficiencies include:
• Omissions of required reporting elements of applicable standards.
• Issuance of a review report when the accountant is not independent.
• Failure to disclose lack of independence in a compilation
report.
• Failure to disclose the omission of substantially all disclosures.
• Failure to disclose the omission of the statement of cash flows
in financial statements prepared in accordance with GAAP.
• Failure to disclose an OCBOA for financial statements compiled without disclosure, where the basis of accounting is not
readily determinable from reading the report.
• Failure to disclose, in the accountant’s report, a material departure from professional standards. Examples include nonconsolidation of appropriate subsidiaries with a parent company’s
financial statements; omission of significant income tax provision in interim financial statements; omission of significant
disclosures related to material defined employee benefit plans;
or nonrecognition of significant deferred income.
Financial Statement Measurement, Presentation, and Disclosure.
Significant deficiencies include:
• Inclusion of material balances that are not appropriate for the
basis of accounting used.
• Failure to include a material amount or balance necessary for
the basis of accounting used (examples include omission of
material accruals, failure to amortize a significant intangible
asset, failure to provide for material losses or doubtful accounts,
or failure to provide for material deferred income taxes).
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• Significant departures from the financial statement formats
prescribed by industry audit and accounting guides.
• Omission of significant required disclosures related to material financial statement balances or transactions.
• Omission of disclosure of significant accounting policies
applied (GAAP or OCBOA).
• Omission of significant matters related to the understanding
of the financial statements (the cumulative material effect of
a number of disclosure deficiencies).
• Improper accounting of a material transaction (for example,
recording a capital lease as an operating lease).
• Misclassification of a material transaction or balance.
• Failure to include a summary of significant assumptions in
a financial forecast or projection.
• Use of a statement of changes in financial position where a
statement of cash flows is appropriate.
• Failure to segregate the statement of cash flows into the
components of operating, investing, and financing activities.
SSARSs Procedures and Documentation. Significant deficiencies
include:
• Failure to perform inquiries and analytical procedures in review engagements.
• Failure to document inquiries and analytical procedures in review engagements.
• Failure to “read” compiled financial statements for obvious or
material errors.
• Failure to obtain client management representation letters in
review engagements.
Minor Deficiencies
Minor deficiencies include departures from professional standards
that (1) are not normally material to a proper understanding of the
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financial statements or accompanying auditor’s or accountant’s report or (2) do not represent a critical audit or SSARS procedure. As
a result, these departures, by themselves, would not usually cause
an engagement to be substandard. Frequently mentioned minor
deficiencies, among others, in compilation and review engagements that have been noted in peer review comment letters include
the following.
Reports. Minor deficiencies include:
• Failure to report on supplementary information.
• Minor departures from standard report language, provided
the report is not otherwise misleading about the degree of
responsibility taken.
• Failure to reference all time periods encompassed by the financial statements.
• Inclusion of a reference about the omission of the statement of
cash flows for financial statements prepared on an OCBOA (a
statement of cash flows is not required for financial statements
prepared on an OCBOA).
• Minor report-dating departures.
• Failure to disclose an OCBOA for financial statements compiled without disclosure where the basis of accounting is
otherwise readily determinable from reading the report.
• Omission of a reference to a statement of changes in equity
(included with the financial statements).
Financial Statement Measurement, Presentation, and Disclosure.
Minor deficiencies include:
• Omitted or inadequate disclosures related to minor account
balances or transactions (for example, minor disclosure deficiencies related to accounting policies, inventory, valuation
allowances, long-term debt, related party transactions, concentrations of credit risk, deferred income taxes, or employee benefit plans).

39

• Minor departures from the financial statement formats recommended by industry audit and accounting guides.
• Failure to reference the financial statements to the accountant’s report or the accompanying footnotes.
• Use of financial statement titles that are not appropriate for
the basis of accounting used when the accountant’s report, financial statements, or footnotes otherwise indicate the basis
of accounting.
• Failure to include the title “Selected Information—Substantially All Disclosures Required by Generally Accepted Accounting Principles Are Omitted” as appropriate for the
presentation of certain selected disclosures.
• Failure to accrue income taxes where the accrual and provision are expected to be immaterial to the financial statements
taken as a whole.
• Presentation of treasury stock in financial statements of a
California corporation.
SSARSs Procedures and Documentation. Minor deficiencies include:
• Minor documentation deficiencies related to review engagements.
• Minor omitted procedures related to review engagements.
Although there are many recurring deficiencies noted in peer review, you can take steps to avoid them by keeping these common
mistakes in mind as you plan and perform future compilation
and review engagements. Peer review is an educational process
and you can learn from past mistakes.

Accounting Pronouncements and Guidance Update
Presented below is a list of recently issued accounting pronouncements and other guidance issued since the publication of last year’s
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Alert. See the AICPA Audit Risk Alert—2001/02 for a summary explanation of these issuances. For information on accounting standards issued subsequent to the writing of this Alert, please refer to
the AICPA Web site at www.aicpa.org, and the FASB Web site at
www.fasb.org. You may also look for announcements of newly issued standards in the CPA Letter and Journal of Accountancy.
FASB Statement No. 141
FASB Statement No. 142

FASB Statement No. 143
FASB Statement No. 144
FASB Technical Bulletin
No. 01-1
Statement of Position
(SOP) 01-1
SOP 01-2
AICPA Audit and
Accounting Guide
Questions and Answers

Business Combinations
Goodwill and Other Intangible Assets (see the
“Accounting for Goodwill” section of this Alert
for more detailed information)
Accounting for Asset Retirement Obligations
Accounting for the Impairment or Disposal of
Long-Lived Assets
Effective Date for Certain Financial Institutions of
Certain Provisions of Statement 140 Related to the
Isolation of Transferred Financial Assets
Amendment to Scope of Statement of Position 95-2,
Financial Reporting by Nonpublic Investment
Partnerships, to Include Commodity Pools
Accounting and Reporting by Health and Welfare
Benefit Plans
Audits of Investment Companies
FASB Statement No. 140

On the Horizon
You might want to keep abreast of auditing and accounting developments and related guidance that may affect engagements. Remember
that exposure drafts are non-authoritative and cannot be used as a
basis for changing GAAP or generally accepted auditing standards
(GAAS). The AICPA general Audit Risk Alert—2001/02 summarizes
some of the more significant outstanding exposure drafts.
The following table lists the various standard-setting bodies’ Web
sites where you may obtain information about outstanding exposure drafts.
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Standard Setting Body

Web site

AICPA Auditing Standards Board (ASB)

www.aicpa.org/members/div/auditstd/
drafts.html
AICPA Accounting Standards Executive http:/www.aicpa.org/members/div/
Committee (AcSEC)
acctstd/edo/index.html
FASB
www.rutgers.edu/Accounting/raw/
fasb/draft/draftpg.html
Professional Ethics Executive Committee www.aicpa.org/members/div/ethics/
index.html

Refer to the section of this Alert, “Financial Statements Included
in Written Business Valuations” for information about the proposed SSARS issued by the AICPA Auditing Standards Board.
Help Desk—The AICPA’s standard-setting committees are now
publishing exposure drafts of proposed professional standards
exclusively on the AICPA Web site at www.aicpa.org. The
AICPA will notify interested parties by e-mail about new exposure drafts. To be put on the notification list for all AICPA exposure drafts, send your e-mail address to memsat@aicpa.org.
Indicate “exposure draft email list” in the subject header field to
help process the submission more efficiently. Include your full
name, mailing address, and, if known, your membership and
subscriber number in the message.

AICPA Resource Central
What publications, educational courses, Web sites, and other resources
are helpful to consider?

Publications

The following publications deliver valuable guidance and practical assistance as potent tools to be used on your engagements.
• AICPA general Audit Risk Alert—2001/02 (product no.
022280)
• Auditing Revenue in Certain Industries Audit Guide (product
no. 012510kk)
• Analytical Procedures Audit Guide (product no. 012551kk)
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• Auditing Estimates and Other Soft Accounting Information
Practice Aid (product no. 010010kk)
• Accounting Trends & Techniques—2001 (product no.
009893kk)
• Preparing and Reporting on Cash- and Tax-Basis Financial
Statements Practice Aid (product no. 006701kk)
• Considering Fraud in a Financial Statement Audit: Practical
Guidance for Applying SAS No. 82 Practice Aid (product
no. 008883kk)
• Practical Guidance for Implementing SSARS 8, How to Understand and Apply Amendments to SSARS 1, Compilation and
Review of Financial Statements (product no. 022274kk)
Audit and Accounting Manual
The Audit and Accounting Manual (product no. 005131kk) is a
valuable nonauthoritative practice tool designed to provide assistance for audit, review, and compilation engagements. The Manual
contains numerous practice aids, samples, and illustrations, including audit programs, auditors’ reports, checklists, engagement letters, management representation letters, and confirmation letters.
CD-ROM
The AICPA is currently offering a CD-ROM product titled reSource: AICPA’s Accounting and Auditing Literature. This CD-ROM
enables subscription access to the following AICPA Professional Literature products in a Windows format: Professional Standards, Technical Practice Aids, and Audit and Accounting Guides (available for
purchase as a set that includes all Guides and the related Audit Risk
Alerts, or as individual publications). This dynamic product allows
you to purchase the specific titles you need and includes hypertext
links to references within and between all products.
Educational Courses

Among many courses that the AICPA offers are these continuing
professional education courses that might be valuable to CPAs
performing compilation and review engagements:
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• AICPA’s Annual Update for Accountants and Auditors (product no. 730016kk)
• Cash- and Tax-Basis Financial Statements—Preparation and
Reporting (product no. 733082kk)
Courses designed with compilation and review in mind include:
• AICPA/AHI Staff Training—Basic (product no. 738250kk)
• Compilation and Review Engagements: An Introduction by
Dan M. Guy (product no. 733668kk)
• Analytical Procedures for Small Business Engagements (product no. 730506kk)
Online CPE
The AICPA offers an online learning tool entitled AICPA InfoBytes.
An annual fee ($95 for members and $295 for nonmembers) offers
unlimited access to over 1,000 hours of online CPE in one- and
two-hour segments. Register today as our guest at infobytes.aicpa
services.org.
CPE CD-ROM
The Practitioner’s Update (product no. 738110kk) CD-ROM helps
you keep on top of the latest standards. Issued twice a year, this cutting-edge course focuses primarily on new pronouncements that
will become effective during the upcoming audit cycle.
Member Satisfaction Center

To order AICPA products, receive information about AICPA activities, and find help on your membership questions call the AICPA
Member Satisfaction Center at (888) 777-7077.
Technical Hotline and Ethics Hotline

Do you have a complex technical question about GAAP, OCBOA,
accounting, auditing, compilation engagements, review engagements, or other technical matters? If so, you may use the AICPA’s
Accounting and Auditing Technical Hotline. AICPA staff will re44

search your question and call you back with their answer. You can
reach the Technical Hotline at (888) 777-7077.
In addition to the Technical Hotline, the AICPA also offers an
Ethics Hotline. Members of the AICPA’s Professional Ethics Team
answer inquiries concerning independence and other behavioral issues related to the application of the AICPA Code of Professional
Conduct. You can reach the Ethics Hotline at (888) 777-7077. You
may also e-mail your inquiry to ethics@aicpa.org.
Web Sites

AICPA Online: www.aicpa.org
AICPA Online offers CPAs the unique opportunity to stay abreast
of matters relevant to the CPA profession. AICPA Online informs
you of developments in the accounting and auditing world as well
as developments in congressional and political affairs affecting
CPAs. In addition, AICPA Online offers information about
AICPA products and services, career resources, and online publications. See additional helpful Web sites in Appendix C of this Alert.
CPA2Biz: www.cpa2biz.com
This new Web entity is the product of an independently incorporated joint venture between the AICPA and state societies. CPA2Biz
currently offers a broad array of traditional and new products, services, communities, and capabilities so CPAs can better serve their
clients and employers. Because the site functions as a gateway to
various professional and commercial online resources, cpa2biz.com
is considered a Web “portal.”
Some features CPA2Biz provides or will provide include:
• Online access to AICPA products like audit and accounting
guides, and Audit Risk Alerts
• News feeds each user can customize
• CPA “communities”
• Online CPE
• Web site development and hosting
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• Electronic procurement tools to buy goods and services
online
• Electronic recruitment tools to attract potential employees
online
• Links to a wider variety of professional literature
• Advanced professional research tools

Test Your Knowledge
After you have read and studied this Alert, find out how well you
have mastered the material by completing the test below. For each
multiple choice or true-or-false question, select the best answer.
Correct answers are included at the end of the test.
_____

1. The new definition of submission of financial
statements includes:
a. Materially modifying client-prepared
financial statements
b. Generating financial statements on a
computer
c. Preparing financial statements either
manually or through the use of computer
software
d. Printing financial statements

_____

2. Compiled financial statements do not need to
have a report if they are restricted to employee
use only.
TRUE
FALSE

_____

3. The new type of compilation engagement is
for financial statements restricted for:
a. Management’s use only
b. Employee use only
c. Internal use only
d. Bank use only
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_____

4. A CPA in public practice who performs
controllership services for a client does not
have to comply with SSARSs.
TRUE
FALSE

_____

5. A written engagement letter is required for all
compilation and review engagements.
TRUE
FALSE

_____

6. The engagement letter for a compilation of
financial statements for management’s use
only must include all of the following, except:
a. A description of the nature and limitations
of the services to be provided
b. An acknowledgment of management’s
representation and agreement that the
financial statements will not be used by
third parties
c. A statement that the engagement cannot
be relied upon to disclose fraud, errors, or
illegal acts
d. A statement that the client will indemnify
the accountant from any liability and
legal cost arising from third-party use of
the financial statements

_____

7. Written engagement letters are required in
bookkeeping engagements.
TRUE
FALSE

_____

8. Financial statements submitted in conjunction
with litigation support services are exempt
from SSARS No. 1 when:
a. The accountant is an expert witness or a
“trier of fact”
b. The accountant’s work is subject to
detailed analysis and challenge by each
party to the dispute
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c. The accountant is engaged by the attorney
and is protected by the attorney’s work
product privilege
d. All of the above conditions must be met
_____

9. Financial statements included in MCS reports
are exempt from SSARSs.
TRUE
FALSE

_____

10. Analytical procedures are required:
a. In all SSARS engagements
b. In review engagements only
c. In review engagements and managementuse-only compilation engagements
d. In management-use-only compilation
engagements only

_____

11. The requirements for analytical procedures
found in SSARSs may not be modified.
TRUE
FALSE

_____

12. A summary of uncorrected misstatements
must be included with the management
representation letter in a SSARS review
engagement.
TRUE
FALSE

_____

13. SSARS No. 1 contains no specific documentation requirements for a compilation engagement.
TRUE
FALSE

_____

14. All of the following are required to be
documented in a review engagement, except:
a. Management representation letter
b. Engagement letter
c. Matters covered in inquiry and analytical
procedures
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d. Unusual matters that were considered and
their resolution
_____

15. Reference to the country of origin of the
accounting principles must be included in:
a. Compilation reports
b. Review reports
c. Audit reports
d. All of the above

_____

16. A firm that only performs compilation
engagements (some with selected disclosures,
most omitting all disclosures) would have
what type of peer review?
a. System review
b. Engagement review
c. Selected disclosure review
d. Report review

_____

17. Which of the following matters requires an
emphasis paragraph in a compilation or
review report?
a. A going concern issue in full disclosure
financial statements
b. A going concern issue in financial statements
that omit substantially all disclosures
c. A going concern issue in reviewed financial
statements
d. None of the above

_____

18. Goodwill may no longer be amortized.
TRUE
FALSE

_____

19. Goodwill must be tested for impairment at
least annually.
TRUE
FALSE

49

_____

20. Which of the following would be considered a
significant deficiency in a peer review?
a. Failure to use a written engagement letter
in a management-use-only compilation
b. Failure to include a reference to the
restricted nature on each page of the
financial statements in a managementuse-only compilation
c. Failure to include any one of the required
descriptions and statements in the
engagement letter for a managementuse-only compilation
d. All of the above

Test Your Knowledge—Answers

1.

c—The new definition of submission of financial statements
does not include the terms generating, modifying, or printing.

2.

FALSE—The only compiled financial statements that will
not include a report are those restricted to management’s
use only.

3.

a—The changes to SSARS No. 1 are very specific in that
the financial statements are to be restricted to management’s
use only—not for employee or internal use.

4.

FALSE—If a CPA, in the practice of public accounting,
submits financial statements to a client or third party, he or
she must comply with SSARS, unless the CPA is an officer,
director, or owner of the entity.

5.

FALSE—An understanding with the client is required for
all compilation and review engagements; a written engagement letter is required only when the financial statements
are restricted for management’s use only.

6.

d—An indemnity clause is not required.

7.

FALSE—No professional standard requires a written
engagement letter for bookkeeping services, but a written
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engagement letter is highly recommended to reduce the
possibility of a misunderstanding about the terms of the
engagement.
8.

d—Interpretation No. 20 of SSARS No. 1 requires that all
of these conditions be met in order for the financial statements to be exempt from SSARS.

9.

FALSE—SSARSs contains no provision to exempt financial
statements included in management consulting services
(MCS) reports.

10. b—Analytical procedures are required only in review
engagements—not in compilation engagements.
11. FALSE—SSARS No. 1 states that knowledge acquired in
the performance of other services may result in the modification of analytical procedures.
12. FALSE—The requirement in SAS No. 89 to include a list
of uncorrected misstatements in the management representation letter does not apply to SSARS review engagements.
13. FALSE—Although, generally, SSARSs do not require any
specific documentation in a compilation engagement,
SSARS No. 1 requires that the understanding with the
entity (engagement letter) be documented in a managementuse-only compilation.
14. b—A written engagement letter is not required in a review
engagement—only an understanding with the entity, and
this understanding does not have be documented.
15. c—The requirement in SAS No. 93 to reference the
country of origin of the accounting principles and procedures
followed only applies to audit reports.
16. b
17. d—SSARS No. 1 permits but never requires an emphasis
paragraph in a compilation or review report.
18. TRUE—FASB Statement No. 142 does not permit amortization of goodwill.
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19. TRUE
20. d
This Compilation and Review Alert replaces the Compilation and
Review Alert—2000/01.
The Compilation and Review Alert is published annually. As you
encounter issues that you believe warrant discussion in next year’s
Alert, please feel free to share those with us. Any other comments
that you have about the Alert would also be appreciated. You may
e-mail these comments to lgivarz@aicpa.org or write to:
Leslye Givarz
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881
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APPENDIX A

Compilation of Financial Statements
This flowchart was designed by ARSC
to explain how compilation engagements
may change as a result of the issuance of
SSARS No. 8.

START

Will you
submit1
financial
statements?

No

SSARS No.1 is not applicable

Yes

Are any
exemptions
from
SSARS No. 1
applicable?

Yes

Follow applicable guidance:
• Personal financial statements included in a
personal financial plan (SSARS No. 6)
• Certain prescribed forms (SSARS No. 3)
• Litigation support services (Interpretation
No. 20 of SSARS No. 1)

No

Were you
engaged to
compile 2 and
report on financial
statements?

Yes

Establish an understanding with the client and follow performance requirements in
SSARS No. 1, AR sections 100.07-.10:
• Possess or obtain a general understanding of the industry
• Possess or obtain a general understanding of the client's business
• Take certain actions if the information supplied by the client appears to be incorrect,
incomplete or otherwise unsatisfactory, for the intended use
• Read the compiled financial statements and consider whether they appear to be appropriate in form and free of obvious material errors
AND follow reporting requirements in SSARS No. 1, AR sections 100.11-.19

No

Do you
reasonably
expect a third
party3 to use the
compiled financial
statements

Yes

Establish an understanding with the client and follow performance requirements in
SSARS No. 1, AR sections 100.07-.10:
• Possess or obtain a general understanding of the industry
• Possess or obtain a general understanding of the client's business
• Take certain actions if the information supplied by the client appears to be incorrect,
incomplete or otherwise unsatisfactory, for the intended use
• Read the compiled financial statements and consider whether they appear to be appropriate in form and free of obvious material errors
AND follow communication requirements in SSARS No. 1, AR sections 100.20-.23:
• Issue a compilation report, or
• Document understanding with client with a written engagement letter, preferably
signed by management4

No
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Notes to the Flowchart
1. Submission of financial statements—presenting to a client or third parties financial statements that the accountant has prepared either manually or through the use of computer software.
2. Compilation of financial statements—presenting in the form of financial statements
information that is the representation of management (owners) without undertaking
to express any assurance on the statements.
3. Third parties—All parties except for management who are generally knowledgeable
and understand the nature of the procedures applied and the basis of accounting and
assumptions used in the preparation of the financial statements.
4. The engagement letter should include the following matters:
• A description of the nature and limitations of the services to be performed
• A statement that a compilation is limited to presenting in the form of financial
statements information that is the representation of management
• A statement that the financial statements have not been audited or reviewed
• A statement that no opinion or any other form of assurance on the financial statements will be provided
• An acknowledgment that management has knowledge about the nature of the procedures applied and the basis of accounting and assumptions used in the preparation
of the financial statements
• An acknowledgment of management’s representation and agreement that the financial statements will not be used by third parties
• A statement that the engagement cannot be relied upon to disclose errors, fraud, or
illegal acts
The engagement letter should also include the following additional matters, if applicable:
• A statement that material departures from GAAP or OCBOA may exist and the
effects of those departures on the financial statements may not be disclosed
• A statement that substantially all disclosures (and the statement of comprehensive
income and statement of cash flows, if applicable) required by GAAP or OCBOA
may be omitted
• A statement that the accountant is not independent
• A reference to any supplementary information that may be included
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APPENDIX B

Compilation of Financial Statements
Not Intended for Third-Party Use—
Illustrative Engagement Letter
This illustrative engagement letter was designed by ARSC to be
used in compilation engagements when the financial statements
are not expected to be used by third parties.
[Appropriate salutation]
This letter is to confirm our understanding of the terms and
objectives of our engagement and the nature and limitations of
the services we will provide.
We will perform the following services:
1. We will compile, from information you provide, the [monthly,
quarterly, or other frequency] financial statements of XYZ Company
for the year 20XX. A compilation is limited to presenting in the
form of financial statements information that is the representation
of management. We will not audit or review the financial statements and accordingly, will not express an opinion or any other
form of assurance on them. The financial statements will not be accompanied by a report.
Based upon our discussions with you, these financial statements
are for management’s use only and are not intended for third
party use.
Material departures from GAAP (or OCBOA) may exist and the
effects of those departures, if any, on the financial statements may
not be disclosed. In addition substantially all disclosures required
by GAAP (or OCBOA) may be omitted. [The accountant may wish
to identify known departures.] Notwithstanding these limitations,
you represent that you have knowledge about the nature of the procedures applied and the basis of accounting and assumptions used
in the preparation of the financial statements that allows you to
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place the financial information in the proper context. Further, you
represent and agree that the use of the financial statements will be
limited to members of management with similar knowledge.
The financial statements are intended solely for the information and use of [include list of specified members of management]
and are not intended to be and should not be used by any other
party. [optional]
2. We will also [discussion of other services—optional]
Our engagement cannot be relied upon to disclose errors, fraud,
or illegal acts that may exist. However, we will inform the appropriate level of management of any material errors that come to our
attention and any fraud or illegal acts that come to our attention,
unless clearly inconsequential.
We are not independent with respect to [name of entity]. [if applicable]
The other data accompanying the financial statements are presented only for supplementary analysis purposes and will be compiled from information that is the representation of management,
without audit or review, and we will not express an opinion or
any other form of assurance on such data. [if applicable]
In view of the limitations described above, you agree not to
take, or assist in, any action seeking to hold us liable for damages
due to any deficiency in the financial statements we prepare and
you agree to hold us harmless from any liability and related legal
costs arising from any third party use of the financial statements
in contravention of the terms of this agreement. [optional]
Our fees for these services . . .
Should you require financial statements for third party use, we
would be pleased to discuss with you the requested level of service.
Such engagement would be considered separate and not deemed to
be part of the services described in this engagement letter.
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If the foregoing is in accordance with your understanding,
please sign the copy of this letter in the space provided and return
it to us.*
Sincerely yours,

[Signature of accountant]

Accepted and agreed to:
XYZ Company

[Title]
[Date]

* Some accountants prefer not to obtain an acknowledgment, in which case their letter would omit the paragraph beginning “If the foregoing…” and the spaces for the
acknowledgment. The first paragraph of their letter might begin as follows: “This
letter sets forth our understanding of the terms and objectives of our engagement…”
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APPENDIX C

Helpful Web Site Addresses
Here are some useful Web sites that may provide valuable information to accountants doing compilations and reviews.
General Web Sites of Interest

Name of Site
American Institute
of CPAs
Financial Accounting
Standards Board
The Electronic
Accountant
AuditNet
CPAnet
Accountant’s
Home Page
Double Entries
U.S. Tax Code Online
Federal Reserve Bank
of New York
Cybersolve
FedWorld. Gov

Hoovers Online
Ask Jeeves

Content
Summaries of recent auditing
and other professional standards
as well as other AICPA activities
Summaries of recent accounting
pronouncements and other
FASB activities
World Wide Web magazine that
features up-to-the-minute news
for accountants
Electronic communications
among audit professionals
Links to other Web sites of
interest to CPAs
Resources for accountants and
financial and business professionals
A weekly newsletter on accounting
and auditing around the world
A complete text of the U.S.
Tax Code
Key interest rates
Online financial calculators, such
as ratio and breakeven analysis
U.S. Department of Commercesponsored site providing access
to government publications
Online information on various
companies and industries
Search engine that uses a userfriendly question format and
provides simultaneous search
results from other search engines
as well (for example, Excite,
Yahoo, and AltaVista)
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Internet Address
www.aicpa.org

www.fasb.org

www.electronic
accountant.com
www.cowan.edu.au/
mra/home.html
www.cpalinks.com/
www.computercpa.com/
www.csu.edu.au/lists.anet/
ADBLE-L/index.html
www.fourmilab.ch/ustax/
ustax.html
www.ny.frb.org/pihome/
statistics/dlyrates
www.cybersolve.com/
tools1.html
www.fedworld.com

www.hoovers.com
www.askjeeves.com

Name of Site

Content

Vision Project

Information on the profession’s
Vision project
CPA tool for Internet sites,
discussion groups, and other
resources for CPAs
Summaries of recent accounting
pronouncements and other
GASB activities

Internet Bulletin
for CPAs
Governmental
Accounting
Standards Board

Internet Address
www.cpavision.org/horizon
www.kentis.com/ib.html

www.gasb.org

In addition to these Web sites, be sure to review those listed in
the “On the Horizon” and “AICPA Resource Central” sections of
this Alert.
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